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State and Local Taxes as Percent of Personal Income, 1972-2007
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Michigan’s Broken Municipal Finance Model

General Fund Revenue General Fund Expenditure:

State Shared Revenue — Cut by $3.0B HR — Public Act 312 (me too clat

since 2001 o .

15% average annual increase
PropTx — Prop A + Headlee = growth health care since 2001
on some parcels at less than inflation

F/F - Flat "

3-5 year union contracts:




Total State Shared Revenue - Cities,
Villages, Townships and Counties

$2,000 -
$1,800
$1,600
$1,400
$1,200
$1,000
$800
$600
$400
$200

{Millions}

$- FY 01/02 FY 02/03 FY 03/04 FY 04/05

FY 05/a6

FY 06/07

FY 07/08 *

FY 08/09 *

B Law $1,571.3 $1,598.0 $1,580.6 $1,618.3

$1,645.9

$1,611.7

$1,630.2

$1,615.5

I8 Actual $1,517.3 $1,451.4 $1,304.7 $1,112.1

$1,102.5

51,070.9

$1,072.6

$1,088.8

M Inflation ** $1,507.¢ $1,529.6 $1.564.8 $1,600.8

51,653.6

$1,714.8

$1,754.2

$1,806.8

Lost Rev. $54 $146.6 | $275.9 | $506.2

Sharing mitions

$543.4

$540.8

$557.6

$526.7

Note: For “Law” FY 1/ 02 through FY 08/ 89, amount calculated based on constitutional revenue sharing.

* Projected

** Inflation applied to FY 97/98 total state shared revenue based on Proposal A inflation factor 1.6%(98/99), 1.9%(99/00), 3.2%(00/01), 3.2%(01/02), 1.5%(02/03),

2.3% (03/04), 2.3% (04/05), 3.3% (05/06), 3.7% (06/07), 2.3% (67/08), estimated 3% (08/09).

T2




Sharon Parks
Michigan League for Human Services

16




Michigaﬁ League
n Services

R e i

Michigan’s Economic Crisis: Time for a Cure

Center for Michigan
November 17, 2009
Eagle Eve Golf Club

Sl : sty i R

1115 South Pennsylvania Avenue, Suite 202, Lansing, MI 48912-1658 ¢ (517) 487-5436
Fax: (517) 371-4546 » Web site: http:/mww.MILHS.org

A United Way Agency
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readwinners can't sup j;
in four out of six top Michigan jobs

$65,000

$60,000

$40,000

e T S

$20,000

$0
Retail Cashiers Office Registered Waiters & Food Prep/
Salespersons Clerks Nurses  Waitresses Fast Food
Workers

Note: Four of six occupations with the highest employment in May 2008 will not lift a family of four out of poverty

Source: U.S. Department of Labor, State Cocupational Employment and Wage Estimates 18




By 2004 the share (1/3) of poor
children receiving cash assistance had
been cut in half.

700,000
ol g AEDC/FIP Cases
o - =~ - Number Unemployed
525,000 s y _ —O— Food Assistance
_'r \.\ 'l
'. ~ '1-
& s =
350,000 _ dom
175,000 {— =T
During the period from 1979 to 1996 over 2/3 of
Michigan children living in poverty were receiving |
financial assistance from the Aid to Families With
Dependent Children (AFDC) program.
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Emergency Needs Program/State Emergency
Relief Programs Expenditure History

FY1987 - FY2008

$45,000,000 -~ Expenditures for Emergencies

$40,000,000 /"\T —O— Expenditures for Burials
$35,000,000

$30,000,000 J

$25,000,000

$20,000,000 -

$15,000,000

$10,000,000
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Percentage Changés in General Fund
Spending as a Share of Michigan's Economy

(1985 vs. 2009).
2009
° 145.9%
150% -
100% +
50% -

0% 1 —r —
-50%
1000/" -42 6% -29.0% 48.49%

Corrections Health & Higher Revenue
Human Education Sharing
Services

Calculations by Michigan League for Human Services
21




* Only seven states have a flat tax

» 34 states and the District of Columbia have a
graduated tax

* A graduated tax could help at least 90% of filers

Taxable Income:

Taxable Income:

Tax Bracket Single Married, Filing Jointly
3.9% $0-$20,000 $0-$40,000
4.35% $20,001-$60,000 $40,001-$120,000

6.9%

$60,001 and above

$120,001 and above

22




Michigan’s outdated tax structure
misses sales tax on services

|

100%

80%

60%

B Percent Goods

40%

20%

0%
1950 2007
US Economy

Michigan taxes only 26 of 168 identified services, ranking it 37t in the country.
Other Midwest states tax 51 services on average.

Sources: Federation of Tax Administrators and the US. Census Bureau
Prepared by Michigan League for Human Services




1g cost of tax ¢

Estimated Michigan Tax Revenues & Tax Revenue Loopholes

(in Billions)
Total State Tax Revenue @ Tax Loopholes
$45
$35.8

| $30.0 $30.7 $31.9
$30 - $26.0 |
$15

$0

2005 2006 2007 2008 2009

Data Sources: Michigan Department of Treasury Executive Budget Appendix on Tax Credits, Deductions and 7
Exemptions FY2005 - FY2009 and Department of Management and Budget Comprehensive Annual Financial
Reports. Calculations by Michigan League for Human Services 24




Doug Pratt
Michigan Education Association
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MEA’s Goals...

* To secure adequate, equitable funding for
Michigan’s public schools through a tax system
that is fair, stable and sensible.

* To demonstrate that investing in public education
has a far greater return to Michigan’s economy

rable link
nd a healthy




AEG/MEA tax incentive study findings

* “Enormous variation” in the effectiveness of Michigan’s tax
lncenttves (only 2 of 8 programs reviewed had a high
“relative” effectiveness).

* No proper, publicly available inventory of business tax
incentives.

* No mdependent agency collects information or administers
all programs.




Michigan’s Film Incentives Program

One highly-touted tax incentive program that
doesn’t work according to the MEA/AEG studly:

* Senate Fiscal Agency estimates in 2008-09, film
incentives created $203M in wages and $339M in
economic activity.

. After consrderlng taxes that were abated, SFA

—itis




.. When the

Review incentives for effectiveness

“Some economists argue that a regular periodic evaluation of
tax expenditures should become common practice.

Unlike fixed appropriations, tax expenditures are open-ended
entitlements: if people or firms qualify for an exemption, they
receive it.

In periods of recession, tax expenditures are rarely re-examined
as budget cuts are typically focused around direct spending.

improves both direct spending and tax
to increase as legislators can afford to be

higan Executive Budget
Klein, State Treasurer




Doug Rothwell
Business Leaders for Michigan
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BUSINESS LEADERS FOR

Michigan Turnaround Plan

www.BusinesslLeadersForMichigan.com

32




= 1 ofevery 2 jobs lost in America since 2000 have been in
Michigan

» Only 25% of Michigan job losses from automotive sector

= Companies pay a 3-4 percentage point profit penalty to.
Michigan ;

= A state with no holistic, cohesive approach to fost

i 33
gégé\fiii’:ii!ﬂ Ai\ Michigan Turnaround Plan 2




Fact: Job

rowth Has Lagged

Michigan is
Under-Performing
Across Sectors

- ‘Professions, ScENC,
& TEChnicaServices . .

E Only one of 22 industry
groups had both
positive Michigan
growth, and grew
ahead of the US
average

2 AH knowledge-based
industries trailed US
average growth with
exception of
Educational Services

Source: Bureau of Economic Analysis; McKin

Ry
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ing Priorities for

500 it
INFLATION -

- 5003 -

20.0% sation,
24 é_ Transporiation,
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. Réve nue Sharing, <30k

Source: Stafe of Michigan Executive Budget FY 2008, "Historical Expenditures/Appropriations Gi
& U.S. Inflation Calculator.com

g Gusihrsy LEATIES T4IR, 3%
MICHIGAN Michigan Turnaround Plan 4




Cause:
Incompetitive Business Climate

46. Massachusetts
47. New Jersey
48. Michigan

45, New York

86, California

36
Michigan Turnaround Plan
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Cause:
- Uncompetitive Business Costs

SR B e

| 37
B susess Lianii so%,
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Setting a Goal for Michigan

e  job & economic growth

. 'Mic:hi%{ ) wil 'b@ an ai:zwe avefage sfate far E

gg Gpapiass LEATERS 1o7, 38
E_%'ﬁﬂ-f?‘fﬂ@lu? ek Michigan Turnaround Plan
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Richard Studley

Michigan Chamber of Commerce
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MEGA Projects, Business, and Employment, 1995-2009

120 - 90
= = |ndex of # of Establishments

115 P S QS .- S b 8()
wansenes Ingex of Private Sector Employment

120 4 - e G gy e e e ceek 70

105 A - e g e o BO

Establishments and Private p
Sactor Employment 100 4-be e R TR Ty -+ 50 Number of Mega Projects

{Indexed, :%95=100}
' ' . 40

- 10

Base data sources: State of Michigan Documents, Bureau of Labor Statistics, Bureau of Economic Analysis,
U.5. Census Bureau County Business Patterns.
Analysis: Anderson Economic Group, LLC

Anderson Economic Group, LLC 42 Octoher 2009




MEGA Projects, Business, and Employment, 1995-2009

1895
1996
1897
1998
1999
2002
2003
2004
2005
2006
2007
2008
2009

i

125 e
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H H H
.
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o s s $800.00

e w #,%of MEGA Pirojecfts (Le)ét Axisf)

100 4 <+ 5640.00

W\{alue T Credits (é!ight Axis, liﬂillior;s '
i1 ofConstant2008 Dollars) © . f 0 ,
I i ww - b $480.00

50 o e $320,00

$160.00

5,000

200,000 - - 4,000

150,000 - 3,000

# df Estefblishments (Left%Axi

R S

100,000 -
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2004
2007
2008
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1995
1996
1997
1998
1999
2000
2001
2002
2003
2005
2006

Base data sources: State of Michigan Documents, Bureau of Labor Statistics, Bureau of Economic
Analysis, U.S. Census Bureau County Business Patterns.
Analysis: Anderson Economic Group, LLC

Anderson Economic Group, LLC 43 October 2009




State Individual Income Tax Rates, As of July 1, 2009
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Personal Exemptions (b)
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Standard Deduction Personal Exemptions (b)

Marginal Rates and Tax

Brackets for Sing

ingle

n

(@)

le Filers

150

> $20

8.5%

,000

> $300

5.25%

000,000

>$1

6.25%

200

6% >§12
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Federal Marginal Rates and Tax Standard Deduction Personal Exemptions (b}
Deductibility Brackets for Single Filers {a)

Single Dependents

e 2k il | 0aeE
$5,50
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Dependents

Personal Exemptions (b}

won
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(n) (s) ()
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Federal Marginat Rates and Tax Standard Deduction Personal Exemptions {b)
Dreductibility - Brackets for Single Filers (a) Single Dependents

NOTES:

{a} Applies to single taxpayers & married people filing separately. Some states increase bracket widths for joint filers. See note (s)

(b) Married joirt filers generally receive dauble the single exemption,

{c} Tax Credit.

(d) Maximum equals $13,500. Value decreases as income increases. There is a $1,000 reduction in the exemption for every $1,000 of CT AGH aver
$27,000.

(e) Taxpayers receive a $20 tax credit per exemption in addition to the normal exemption amourd,  Called the Grocery Credit in Idaho.

{f) Applies to interest & dividend Income only.

(9) $2,500 exemption is for each dependent chid, If the dependent is nat the taxpayer's child the exemption is $1,000.

{h} Deduction phases out te zero far single filers at $87,500 & joint fiters at $99,736,

(i) Rates apply to regular tax table. A special tax table is available for low income taxpayers that reduces their tax payments,

(j} Standard deduction & perscnal exemptions are combined: $4,500 for single & married filing separately; $9,000 married filing jointly & head of
househald.

(k} The standard deduction is 15 percent of income with a minimum of $1,500 & a cap of $2,000 for single filers, married filing separately filers &
dependent filers earning more than $13,333. The standard deduction is capped at $4,000 for married filing jointly filers, head of households filers &
quatifying widowers earning more than $28,667.

(1) Federal taxable income {AGI less a!l deductions & exemptions) is the starting point for determining North Carolina taxable income. Filers must make
an adjustment on the North Caralina return for the difference in the NC & federal personal exemption. For tax year 2008 single filers with income less
than $60,000 ($100,000 for married filing jointly) must add $1,000 to their taxable income. If the filer's income is over the applicable threshold $1,500
must be added to their taxable income.

(m) Three-quarters of the federal exemption.

{n) Values adjusted for inflation each year. Release dates for tax bracket inflation adjustments vary by state & may fall after the end of the tax year in
question. Idaho, Montana, & South Carolina brackets apply to tax year 2008. All other brackets listed are for tax year 2009,

(0) Deduction or exemption tied 1o federal tax system. Federal deductions & exemptions are indexed for infiation.

(p} Federal tax deduction limited to $5,000 or $10,000. ’

(q) Additional $600 exemption per dependent under 18 years old.

{r} Available only if itemizing deductions.

(s) Some states effectively double the bracket widths for joint fiters (AL, AZ, CT, HI, ID, KS, LA, ME, NE, OR). CA deuhbies all bracket widths except the
. $1,000,000 bracket. Some states increase, but don't double, all or some bracket widths for joint filers {(GA, MN, NIM, NC, ND, NY, OK, RI, VT, wi).
Some states do not adjust their brackets for joint fiters (AR, DE, IA, KY, MS, MO, MT, OH, SC, VA, WV, DC). Of these states, some permit married
couples to file separately to avoid a marriage penalty, & some allow joint filers to make an adjustment to reduce their tax after it is calculated. MD
decreases some of its bracket widths & increases others. NJ adds a 2.45% rate & doubles some bracket widths,

{t) Deduction limited to no more than $5,600.

{u} Taxpayers calculate tax under a flat tax system & pay the lesser of the iability. The flat tax applies to all types of income with no exemptions or
deductions & treats capital income as wages. The fiat tax rates are 7.4 percent for 2007; 7 percent for 2008; 8,5 percent for 2009; & percent for 2010;
& 5.5 percent for 2071 & beyond.

{v) The standard deductions is taken in the form of a nonrefundable credit of 6% of the federal standard or ltemized deduction amount, exciuding the
dedyction for state or local income tax, This credit phases out at 1.3 cents per doilar above $12,000 of AG ($24,000 for married couples). For 2008
the federal standard deduction is $5,450 for single filers & $10,900 for joint filers.

{w} The 12% rate applies to short-term capital gains, long- & short-term capital gains on collectibles & pre-1986 installment sales classified as capital
gain income for Massachusetts purposes. Taxpayers have the choice of paying an aptional higher rate of 5.85%.

(%} Local rates are excluded; 14 states have county or city level inceme taxes. In each of these states the average rate for all counties & cities,
weighted by total persenal income within each jurisdiction, is: 0.19% in Alabama; 0.06% in Ark.; 0.16% in Del.; 1.16% in Ind.; 0.3% in lowa.; 0.76% in
Ky.i 2.98% in Md.; 0.44% in Mich.; 0.12% in Mo.: 0.08% in N.J 1.7% in N.Y.; 1.82% in Ohio; 0.36% in Cre.; & 1.25% in Pa.

(y) California added 0.25% to each income 1ax rate in Feb. 2009 as a result of the 2002 budget agreement; the new rates are retroactive to January 1,
2009 & expiring on December 31, 2010

(z) Hawaii added three new income tax brackets (9%, 10%, & 11%) in May 2009, retroactive to January 1, 2009,

{aa) Maine's individual income tax rates are scheduled to change in 2010. Effective January 1, 2010 the existing rates are repealed & replacad with two
rates: 6.5% on income up to $250K, & 6.85% on income over $250K.

(bb) New York added two income tax brackets (7.85% & 8.97%]. retroactive to January 1, 2009. The new rates are in effect for 3 years.

{cc) The Vermont legislature reduced each of the income tax rates in the 2009 session, retroactive to January 1, 2009,

{dd) New Jersey added three new rates on income over $400,000 that will apply only to tax year 2002, After 2009, the tax rates will revert {o their
pravious structure of 6.37% on income over $75,000 & 8.97% on income over $500,000.

(ee) Oregon added two income tax rates (10.8% on income over $125K & 11% on income over $250¢)that apply to tax years beginning on or after
January 1, 2009, & before January 1, 2012, On January 1, 2012, the 10.8% rate will be reduced to 9.9% & the 11% will be eliminated.

(f9) Wisconsin added one new rate in June 2008, retroactive to January 1, 2009: 7.75% on income over $225K,

{g9) North Dakota reduced afi income tax rates in May 2009, retroactive to January 1, 2009,

(hh} The Delaware legislature increased the top Income tax rate from 5,95% to 6.95% in July 2009, retroactive ta January 1, 2009.

SOURCE: Tax Foundation; slate tax forms & instructions {Fax Foundation, Ph; (202) 4646200, www.taxfoundation.org)

49




